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“A Century of Inequities” 


Report on General Property Tax in New Jersey Calls for Drastic Reforms* 


by Dr. JoHn F. Sty, Chairman, The Commission on State Tax Policy 


The problems of equitable property tax laws are not new-found. They have existed for years. 
In New Jersey's case (as long as 36 years ago), Woodrow Wilson, in his inaugural address as 
Governor said in part: “There are glaring inequalities in our system, or at any rate, in our prac- 
tice of taxation ... our whole system of taxation, which is no system at all, needs overhauling 
from top to bottom.” 

The study of the general property tax touches upon the most sensitive issues of state and 
local government. In New Jersey's case, it was undertaken by the Commission on State Tax 
Policy because of a long-held belief that property valuations and assessments were marred by 
the grossest inequities. 

The study demonstrates and confirms this belief ; and justifies the conclusion that the people 
of the state must adopt drastic and comprehensive measures if they wish to eliminate the dis- 
criminatory practices which mark the administration of the largest single tax in the siate. (But) 
New Jersey is not alone in this situation. Similar conditions are to be found in some degree in 


almost every other state. 


HE origin of the general property tax goes back to the days of New Jersey as a colony. 
Starting in 1670 with a levy of one-half penny an acre, this was soon changed to a flat assess- 
ment for both lands and “stock” against which the required rate was extended. First, it was a tax 
for the central government only, but with the creation of counties in 1682, taxing powers were 


given to this unit. In 1686, towns were permit- 
ted to levy for the support of highways, bridges 
and other public purposes. In 1829, townships 
were authorized to raise money for school pur- 
poses. 


However, in 1851, an important change was made: 
All property, real and personal, was required to be 
taxed upon an equal ratio according to actual value. 
The law, however, failed to define a standard of 
value; and since the language proved troublesome, 
the Legislature of the state soon established “market 
value” or “true value” as the legal basis for assess- 
ment. In 1875, the state’s constitution of 1844 was 
*Extracted from 6th Report of N. J. Comm. on State Tax 


Policy, “The General Property Tax in New Jersey; A Century 
of Inequities.” February, 1953. 
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amended to provide that “property shall be assessed 
for taxes under general laws, and by uniform rules, 
according to its true value.” 


Two Results: Both Bad 


The only immediate effect of this amendment was 
to require the assessment of railroad property at true 
value instead of cost. It had, however, two long-term 
results—both bad: first it froze inadequate techniques 
of property taxation into the fundamental law of 
the State; and second. when, in 1884, the assessment 
of railroad and canal property was taken from local 
assessors and placed with a state board of assessors, 
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the “true value” standard resulted in heavy discrim- 
ination against property assessed at the state level. 


From that time to the present, several things hap- 
pened to the property tax structure, notably the intro- 
duction of a multitude of exemptions into the base. 


The personal property tax has completely broken 
down. While locally assessable at its “true value” for 
over 100 years, it has been the practice from the 
beginning to assess such property either at a small 
fraction of its value or not at all. As the Commission 
in its Second Report in 1947 pointed out in part: 


needs. By the end cf the century, however, public ex- 
penditures increased to a point where such revenues 
no longer sufficed, and, in spite of the additional 
yields from the railroad tax act of 1884, the state 
turned to the newer excise taxes for support. 


The history of the property tax in New Jersey thus 
points up five developments which are important in 
shaping the future of the tax: 


(1) In its early form, the property tax was desig- 
nated to support state government, it was light in re- 
quirements and simple in form—so simple that it was 


DR. JOHN F. SLY, teacher, author, and lecturer, and long a student of the problems 


of government and taxation, has served as Chairman of New Jersey’s Commission on 


State Tax Policy for some years. He has been a member of the faculty of Princeton 
University’s School of Public and International Affairs since 1938. The Commission 


was authorized by law to undertake this special study and make a report on the 


problem of equalization throughout the state. 





“Under the personal property tax as now applied, 
cross-currents of favoritism, inequalities and inequi- 
ties are so extensive and . . . so compounded, that the 
establishment of equality of treatment must be ex- 
pected in and of itself to produce some marked tax 
readjustments with respect to individual taxpayers 
and municipalities . . . The longer action is post- 
poned, the more difficult readjustment will become.” 


Many Efforts: No Result 


This warning was borne out by the fact that in the 
short period of three years (1946-1949), the total 
amount of taxes assessed on business personal prop- 
erty rose from $28.6 million to $38.4 million, an 
increase of 35 per cent; while the taxes assessed 
against general property increased only 28.7 per 
cent. By 1952, the tax from business personalty 
had risen to $47.7 million, an increase of 24 per cent 
over 1949, while the general property tax increased 
only 21 per cent. 


The original reliance of the state government upon 
the property tax was abandoned with the develop- 
ment of non-property tax revenues. During the 19th 
century, tax revenues from railroads, banks and in- 
surance companies were adequate to meet the state’s 


6 


assumed that anyone could administer it; 


(2) As municipal services grew in scope and cost, 
the principal burden of the tax was imposed for local 
purposes, but the simple notion of a simple tax per- 
sisted ; 


(3) Not until the middle of the 19th century did 
the idea of a general property tax take shape in the 
taxing laws; but even then, there was no recognition 
of the complexities of ownership and form that prop- 
erty assumes under an industrialized economy ; 


(4) The development of the tax is marked by a 
patchwork response to particular evils as they were 
noticed over the years; but the basic structure as it 
exists today, does not vary from the form and sub- 
stance a century ago; and 


(5) The gradual breakdown of the tax, as a fair 
and equitable method of apportioning the costs of 
government has been noted repeatedly over the past 
100 years; and while many administrative changes 
have been attempted, they have failed to bring the 
hoped-for results. 


None of the efforts over the years to better the law 
have achieved their purpose. The failures may be 
charged, in part, to inadequate appropriations; but 
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the basic cause was the inability of the Legislature 
to come to grips with the weaknesses of the local 
assessment process itself. From this the following 
conclusions may be drawn: 


(1) The present tax administration is based upon 
the qualifications and duties of a local assessor in 
1716. 


(2) The responsibilties of the taxpayer to coop- 
erate in achieving a proper assessment are no greater 
today than they were in 1759—almost 200 years ago. 


(3) As soon as the property tax was made general 
in form and ad valorem in principle, the inadequacy 
of the administrative machinery inherited from colo- 
nial days became apparent. 


(4) For over a century, legislators, governors, 
and public commissions have recognized the break- 
down of the general property tax and have tried all 
the remedies of their day—but none have succeeded. 


(5) None of these remedies has come to grips 
with the basic causes of the breakdown — an inde- 
fensible law and inadequate provision for admini- 
stration in the local taxing districts. 


Tax: Or Contribution? 


The general property tax in New Jersey is no 
longer general and there is some question whether 
it is a tax—or a negotiated contribution for the sup- 
port of government. Intangible personalty has been 
removed from the base. In the case of corporate-held 
intangibles, a modest net worth tax replaced the ad 
valorem levy. In the case of intangibles held by indi- 
viduals, there was exemption without replacement 
and this form of property is at present tax free in 
the state. 


Tangible personal property nominally remains 
part of the general property tax base, but the full 
value of this property is not now, or ever has been, 
part of the base. The Commission has reported on at 
least two occasions that the taxation of personal 
property in New Jersey is both a scandal and a haz- 
ard. 


In regard to buildings and other improvements 
on land, assessed values have long ceased to have any 
realistic relation to current values; and uniform 
treatment is undiscoverable except, perhaps, in iso- 
lated instances. The total assessed valuation of all 


buildings and other improvements on land in 1920 
was $1.5 billion. Thirty years later this had risen to 
about $3.5 billion. But the important question is: 
Has this increase in assessed valuations kept pace 
with the radical changes in the economy and wealth 
of the state during this period? 


Examining this question from two points of view 
(1) from the standpoint of the historical cost of 
buildings and other improvements (original cost less 
1 per cent or 2 per cent annual depreciation) ; and 
(2) from the standpoint of reproduction costs, (that 
is, the current construction cost, less 1 per cent or 2 
per cent annual depreciation), this was found: 


The trend of assessed valuation has not fluctuated 
substantially with reference to the historical (origi- 
nal) costs of buildings and improvements during the 
past quarter of a century (from a low of 81 per cent, 
to a high of 88 per cent—2 per cent depreciation; 
from a low of 63 per cent to a high of 78 per cent— 
1 per cent depreciation). 


But the trend of assessed valuations has fluctuated 
violently with reference to reproduction (current) 
costs of buildings and improvements during the same 
period, (from a low of 47 per cent to a high of 106 
per cent—2 per cent depreciation; from a low of 33 
per cent to a high of 93 per cent—1 per cent deprecia- 
tion). 


The ratios based on current costs not only have 
varied greatly but show a steady decline since 1926, 
the effect of which is reflected in the average state 
rate of taxation on real estate. This average rate was 
$4.61 per $100 in 1939 and $6.77 per $100 in 1952. 
If real estate taxes had been assessed in 1952 on the 
same ratio of reproduction costs that prevailed in 
1939, the average state rate for 1952 would have 
been $3.39 as compared with the $4.61 rate in 1939. 
The conciusion is plain: 


The principal reason for the increase in local real 
estate tax rates which have occurred since 1939, is the 
failure of the local assessors to give effect to the 
general increase in price level for properties that 
were constructed either before or after building costs 
were affected by inflation. 


On the basis of estimated average assessment ra- 
tios, the full value of all real estate assessable for 
local taxation in New Jersey is about $15.6 billions, 
as compared with assessed samples (1951) totaling 
$5.2 billion. The conclusions of the Commission are 
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based upon an analysis of assessment results for 
some 21,275 residential properties and 2,356 com- 
mercial and industrial properties. The values used 
were actual appraised values for all residential prop- 
erties; and a combination of reproduction less de- 
preciation, sales prices, and appraised values for 
mortgage purposes on commercial and industrial 
properties. These were distributed among 522 of the 
state’s 567 municipalities. They represent a total as- 
sessed valuation of $218 million or an over-all 
sample of 4.17 per cent of the $5.2 billion of total 
assessed value for the land and buildings in the 
state (1951). 


Advantages: Disadvantages 


Real estate in the state is assessed at an average 
ratio of 34 per cent of its value. On this basis, the 
state-wide average tax rate of $6.77 per $100 valua- 
tion taxable in 1952, represents an average effective 
tax burden of $2.30 per $100 of full value. 


The estimated average assessment ratios vary as 
among the 21 counties of the state from a low of 16 
per cent to a high of 56 per cent. Six of the counties 
show estimated average assessment ratios above the 
over-all state-wide average of 34 per cent; three of 
them show such ratios above 40 per cent; and at the 
other extreme, four counties show estimated average 
assessment ratios of under 20 per cent. 


There is a consistent tendency to assess commer- 
cial and industrial properties at higher ratios to their 
value than residential properties, but the Commis- 
sion’s study did not include any very large manufac- 
turing plants. The average assessment ratio for all 
commercial and industrial properties in the sample 
was 49 per cent, as compared with an average assess- 
ment ratio of 29 per cent for all private residential 
properties. 


However, average assessment ratios are at best 
only estimates of the assessment experiences for indi- 
vidual properties which may or may not vary widely 
in individual cases. Even the most accurate of aver- 
ages suggests a uniformity of experience within tax- 
ing districts which does not exist. It is in the nature 
and extent of variations in assessment ratios among 
individual properties which spell out the real estate 
tax environment in the state. These variations are 
serious and widespread. Their elimination is basic 
to the achievement of an equitable tax structure. 
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A criticism of the present system may thus be sum- 
marized: 


(1) The burden of the general property tax, on a 
state-wide basis, is about equally divided between 
homeowners and business. 


(2) Commercial and industrial real estate is gen- 
erally assessed at higher ratios to full value than is 
residential real estate. 


(3) Gross inequalities in individual assessments 
are wide-spread. 


(4) Heavily taxed real estate is not necessarily 
found in municipalities with high tax rates. 


(5) New Jersey taxes on residences are almost 
double the national average. 


(6) In the case of residential properties, there is 
clear evidence that the assessment of land is at a sub- 
stantially higher ratio to fair value than the assess- 
ment of buildings. 


It must be remembered, however, that New Jersey 
is a property tax state, and homeowners must weigh 
the disadvantages of their higher property tax bills 
against the advantages of not being required to pay 
such additional taxes as individual income taxes and 
general consumer sales taxes which have been gen- 
erally applied in other states. 


Valuation: New And “True” 


Among the factors influencing the assessment 
process, the Commission found that: (1) The cheap- 
est parcels of real estate are generally assessed closer 
to true value than the dearest parcels — but assess- 
ments are not consistently regressive; (2) real estate 
in large urban municipalities is generally assessed 
at a higher ratio to full value than in smaller taxing 
districts; (3) there is clear indication that both resi- 
dential and business properties in the lowest value 
groups, are assessed at higher than average ratios; 
(4) land is generally assessed at a higher ratio than 
improvements, especially of residential properties; 
(5) residential property in one-family zones is more 
lightly assessed than property in other parts of the 
municipality; (6) real estate in poor neighborhoods 
tends to be assessed at higher ratios than in good 
neighborhoods; (7) old neighborhoods tend to be 
more heavily assessed than new ones. 
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Here are the recommendations and conclusions of 
the Commission as a result of its study: 


That the elimination of the present morass of in- 
equities in the general property tax can be ap- 
proached effectively in two ways: (1) by establish- 
ing an adequate structure and organization for the 
local assessment of property; and (2) by placing the 
assessment process, so far as possible, upon defined 
and objective standards of value. 


First, that the county be established as the primary 
assessment district with a fully qualified county 
assessor properly compensated. 


Second, that provision be made for the absorption 
of all qualified assessing personnel now employed in 
the various taxing districts. 


Third, that the costs of county assessment be ap- 
portioned among the municipalities of the county in 
proportion to their assessed valuations, and that such 
costs be a charge against the budgets of the respective 
municipalities. 


Fourth, that the assessment process be recognized 
as a professional operation to be performed by tech- 
nically qualified personnel, removed from all politi- 
cal considerations. 


Fifth, that the County Boards of Taxation be re- 
tained for the purposes of appeal and review, but 
that their title be changed to Board of Tax Review 
with appropriate county designation, i.e., Board of 
Tax Review, (Blank) County Division. 


Sixth, that the Division of Taxation and the Divi- 
sion of Tax Appeals as at present constituted in the 
state’s Treasury Department, be retained. 


Seventh, that the Commission offers the following 
method of valuation to replace the historic “true 
value”, believing it has many advantages over the 
present system — in simplicity, uniformity, and 
equity ; the Commission is “onvinced that should this 
method be adopted, the tax rate will fall throughout 
the state, that is: 


(1) That valuation for the purpose of assessment 
of property taxes be made biennially, except for new 
construction, additions, abandonments and demolli- 
tions. 


(2) That existing statutes be revised in accord- 


ance with the letter and the spirit of the tax clause of 
the new constitution. 


(3) That standards of “true value” as applied to 
buildings and improvements, in recognition of the 
widespread practice of many assessors, be defined by 
statute as follows: 


“True value” shall mean the average of repro- 
duction cost less depreciation and the gross actual 
or imputed rental value of each property, to be 
ascertained under such uniform rules and regula- 
tions as may be promulgated by the Director of the 
Division of Taxation. 


Land shall be valued by the assessor as under 
the present practice. 


In order to assure the benefits of the new for- 
mula without depending upon radical reductions 
in present high tax rates, the Legislature could 
provide for assessments to be made on 50 per cent 
of the valuation as determined by formula. 


Reproduction costs shall be determined accord- 
ing to the average level of construction costs dur- 
ing the five years immediately preceding the year 
for which an assessment is made. 


Depreciation shall be allowed in accordance 
with such schedule as the Director of the State 
Division of Taxation shall promulgate, taking into 
consideration the actual use experience with dif- 
ferent classes of buildings; but in no event shall 
depreciation exceeding 80 per cent of reproduc- 
tion cost be taken, so long as a building is in use. 


Minimum Requirements 


Eighth, that ‘the general tax law be amended to 
require every owner of real property, upon suitable 
penalty, to file a confidential informational return 
with the assessor, setting forth so far as is possible: 
(a) the original cost of his property; (b) date of 
construction; (c) dates and cost of additions and 
modifications; (d) annual gross rentals for income 
producing properties; (e) the consideration for 
which the property was last conveyed; (f) insurance 
coverage (exclusive of land and foundations) ; (g) 
and if the property is currently for sale, the price at 
which it is offered, together with all encumbrances. 


Ninth, that taxation of all other locally assessed 
personal property be administered by the county 
assessor, as in the case of real estate and improve- 
ments under the proposed plan. 


Tenth, that the taxation of household goods and 
personal effects be abolished. 
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Eleventh, that inventories of raw materials, work 
in process, finished goods and stock-in-trade be as- 
sessed at a stated per cent of average book value 
during the year. 

Twelfth, that machinery and equipment be as- 
sessed at a stated per cent of its book value, allowing 
for normal depreciation. 


* 
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As the Commission points out: 


“These are the minimum requirements to place the 
general property tax of New Jersey on a fair and 
defensible basis; and to eliminate the gross discrim- 
inations that now exist among taxpayers, classes of 
property, and taxing districts. It is the people and 
the Legislature who must decide if they will be satis- 
fied with anything less.” 
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